The European Commission initiated a project to introduce accrual accounting in European countries that meets the objective of improving the reliability, transparency and comparability of public accounts.
Introduction
This article is a summary of the proceedings of the international conference organised by the review "Policies and Public Management" ("Politiques et Management Public") in Paris on 25 October 2013 as part of the roundtable on European accounting standards for the public sector. This roundtable addressed the following issues: 1 -The governance of future European accounting standards 2 -The relationship between cash-based and accrual-based accounting 3 -The treatment of financial liabilities (debts and other liabilities) 4 -Public sector-specific features and accrual accounting principles for public entities
The topics will be dealt with in this order in the article. The conclusion of the report prepared by Eurostat for the European Commission entitled "Towards implementing harmonised public sector accounting standards in Member States" published on the 6th March 2013 is twofold with respect to IPSASs : "On the one hand, it seems clear that IPSAS cannot easily be implemented in EU Member States as it stands currently. On the other hand, the IPSAS standards represent an indisputable reference for potential EU harmonised public sector accounts". In addition, the report calls for further investigation of the conditions for developing and implementing EPSASs (European Public Sector Accounting Standards) in order to inform the European Union's decision.
To this end, Eurostat, which is in charge of the EPSAS project, took several steps in 2013, including organising: -A conference on the 29 and 30 May 2013 in Brussels, introduced by the President of the European Council, Mr Von Rompuy, and intended to demonstrate the existence of strong support for the project 3 ;
-The creation of the Task Force Epsas Governance, a group of experts acting in their personal capacity, to study the underlying principles for the development of future standards and the necessary governance structures. The relevant principles in this context (for example professional independence, -A public consultation (from November 2013 to 17 February 2014) designed to gather the views of all interested parties on the future principles and EPSAS governance structures; -An impact study carried out by a private audit firm as a follow-up to the study carried out in 2012 by another firm, 5 to gather information on "the potential impact, including the cost, of implementing accrual accounting in the public sector and the technical assessment of the suitability of individual IPSASs".
6
A French delegation including the Public Sector Accounting Standards Council (CNOCP) takes part in the above-mentioned Task Forces.
The CNOCP's response
The CNOCP is actively involved in the EPSAS project in its role of standard setter for the public sector in France; in mid February 2014 it replied in this capacity to a public consultation of Eurostat on the governance structure of EPSASs.
7 The CNOCP's comments are set out below.
4 The concept of "small entities" has not so far been defined by Eurostat. However, the subject of "small entities" is of particular importance in France in view of the number of local administrative entities (including 36.000 "communes" and 170.000 government accounts). These projects nevertheless raise recurring legal issues. The first issue is whether there is any justification for going further than the objectives of public accounting set out in Article 3 of the Directive 2011/85/EU of 8 November 2011. 8 Developments in the discussions suggest that it will indeed be necessary to clarify the relationship between theses standard setting projects and the Directive's requirements for budgetary frameworks for Member States. Article 3-1 of the latter makes a clear distinction between statistics and public accounting. It sets out the objectives for public accounting in Member States which the latter have to transpose into their own legislation by 31 December 2013. The Directive makes Member States responsible for choosing the way it is implemented in public accounts.
If we wish to avoid introducing binding EU legislation for public accounting, a directive might be considered, as long as this is feasible under European As concerns national systems of public accounting, Member States shall have in place public accounting systems comprehensively and consistently covering all sub-sectors of general government and containing the information needed to generate accrual data with a view to preparing data based on the ESA 95 standard. Those public accounting systems shall be subject to internal control and independent audits. legislation. This would be the most flexible solution as it would enable Member States to introduce accrual accounting without resorting to binding legislation.
Before even considering the above solution, we need to ascertain whether an appropriate legal basis exists for introducing accounting standards in the public sector in Europe.
Effectively the issue is whether Article 338 of the Treaty on the functioning of the European Union provides a basis for the project of developing accounting standards for the public sector that have other objectives than just providing the source for national accounts.
9 However, if EPSASs are only used as a means of producing more reliable statistics, in which case Article 338 would be an appropriate basis, the scale of the project would disqualify it on grounds of the proportionality principle referred to in the same article, as there are less expensive ways than financial accounting for improving the quality of statistics. Conversely, if we accept that EPSASs have a double objective, statistical and accounting (as stated by Eurostat), then the fact that national accounting is partly based on the financial accounts may perhaps be sufficient justification for considering this as an appropriate legal basis for a framework regulation for EPSASs. The legal departments of the European Commission, the European Parliament and the European Council will need to document and provide support for these elements.
2.2.2
Need to define objectives specific to EPSAS and build a European consensus on the subject
The CNOCP believes that the top priority is to define the objectives of harmonised European Public Sector Accounting Standards (EPSAS). The standards should be adapted to European needs and should conform to the proportionality principle, which implies that the content, the form and the cost of the EPSAS project for Member States must be in keeping with the aim pursued. 10 In this respect, the CNOCP stresses that accrual-based financial accounting has its own objectives, consisting essentially of providing better information on the financial position of entities and improving comparability and transparency. The financial statements which are a product of the accounting system are complementary to other financial reporting systems such as national accounting and budgetary accounting. Moreover, the CNOCP believes that EPSASs should apply only to financial statements based on financial accounting and should not extend to the budgetary accounts of Member States.
Need for a preliminary comprehensive view of the EPSAS project
Once consensus has been obtained on the need for a consistent set of harmonised European Public Sector Accounting Standards and on their objectives, the Member States should agree on the list of standards to be developed.
At that point, the work priorities within the set of standards should be defined. Only then should existing standards (Member Countries' systems, IPSAS, IFRS and others) be analysed as part of the EPSAS preparation process. In this context, it would be wrong to assume the supremacy of IPSASs, and they should not be treated as the starting point for the future EPSASs in the framework regulation which the Public Consultation Paper envisages as the first EPSAS-related legislative act. Such a statement in the EPSAS founding legislative act could be problematic, notably for the interpretation of the standards, as the actual goal is indeed to build a standalone set of EPSASs.
The CNOCP also stresses the need to set a realistic timetable for the workload ahead: first, for EPSAS development; second, for their implementation, to allow for the diversity of Member States' situations. In this respect, the CNOCP notes that the degree of implementation of accrual-based accounting varies between Member States.
Thus certain Member States only have cash-based budgetary accounting. Other Member States have mixed systems with the degree of accrual accounting dependent on the type of public entities (Central government, regional authorities, public agencies, etc.). Lastly, the issue of human and financial resources 10 Like the principle of subsidiarity, the principle of proportionality regulates the exercise of powers by the European Union. It seeks to set actions taken by the institutions within specified bounds in order to limit them to what is strictly necessary to achieve the objectives of the Treaties. allocated to the EPSAS project must be addressed more fully. The CNOCP recalls the importance of having dedicated skills available to ensure that the project moves forward at the pace desired by the Member States.
Forward planning for implementation
Several matters should be subjected to expert review ahead of EPSAS implementation. The CNOCP does not favour an arrangement in which an initial set of IPSASs that are deemed to raise no implementation problems would be identified, transformed into EPSASs and rapidly deployed in Member States -without defining an overall view of the project.
As the Public Consultation Paper suggests, the interpretation of the standards should be examined by a dedicated Working Group. The CNoCP also suggests that procedures should be defined at the very outset for collecting feedback on EPSAS implementation, as this would allow any implementation problems of general interest to be handled in common.
Lastly, the impact on small entities 11 should be examined all the more attentively as the Public Consultation Paper calls for each entity of each general-government sub-sector to implement EPSAS.
Issues raised by the EPSAS project
Whilst the project initiated by the European Commission to introduce accrual accounting in European countries meets the objective of improving the reliability, transparency and comparability of public accounts, it must nevertheless be conducted in accordance with the principles of proportionality and subsidiarity. 12 In this respect, the CNOCP believes it would be preferable if the Commission did not chair most of the Committees envisaged in the governance structure, in order to preserve Member States' decision-making capacity throughout the process. The publication of accrual-based financial accounts 11 See footnote page 7. 12 The principle of subsidiarity is defined in Article 5 of the Treaty on European Union. It ensures that decisions are taken as closely as possible to citizens and that constant checks are made to verify that action at Union level is justified in the light of possibilities available at national, regional and local level. Specifically, it is the principle whereby the Union does not take action (except in the areas that fall within its exclusive competence) unless it is more effective than action taken at national, regional or local level. It is closely bound up with the principle of proportionality which requires that any action by the Union should not go beyond what is necessary to achieve the objectives of the Treaties.
for public sector entities would meet the objective of reinforcing the reliability, transparency and comparability of public accounts. The accrual-based financial accounts must have their own objectives defining the presentation of public sector entities' financial statements and are complementary to the national accounts which provide public accounting information by sector and sub-sector, and deficit and debt indicators in accordance with Protocol 12 of the Treaty of European Union. They cannot be designed solely to improve the reliability of the national accounts (also known as statistical accounts) which, in France, are already based on robust accounting data.
The project is all the more important in that it will lead to improvements in other aspects of the quality of public accounts (efficient bookkeeping systems, suitable information systems, reinforced internal control and audit). Some of these objectives are already included in Article 3 of the before-mentioned Directive, which stipulates that:
As concerns national systems of public accounting, Member States shall have in place public accounting systems comprehensively and consistently covering all sub-sectors of general government and containing the information needed to generate accrual data with a view to preparing data based on the ESA 95 standard.
13 Those public accounting systems shall be subject to internal control and independent audits.
3 Will the cash accounts be replaced or complemented by accrual accounts?
The objective of EPSASs needs to be clearly defined; it is to develop a system of accrual-based financial accounts alongside the budgetary accounts and the national accounts. There is no question of abandoning cash accounting, when the budget is drawn up on this basis, but rather to complement it.
Developments in public accounting in France since 2001
The necessity for Central Government in France to have separate financial and budgetary accounts was enacted in the Constitutional Bylaw on Budget Acts (LOLF) of 1 August 2001. This major reform can be seen as the culmination of a longstanding accounting policy, characterised by the Decree of 1962 introducing a general regulation for public accounting, prescribing the convergence of public and private accounting.
This policy was more or less intensively implemented by all government sector entities prior to the introduction of the LOLF. The accounting reforms for "communes" (M14 and related regulations) and the development of the single chart of accounts for social security organisations, which date back to the end of the last century all form part of the same movement. They are a sequel to previous developments which already saw private accounting techniques being adopted in public accounting. The National Chart of Accounts (PCG) has been the major reference and tool for implementing this policy.
The LOLF does however constitute a turning point, not only because it includes the last remaining public entity, and not the least, 14 within the scope of accrual accounting, but also because it clarifies the respective roles of the different accounting approaches by recognizing that the financial accounts are separate. What are the main directions for this major reform?
The profound budgetary reform of the State, initiated in the years 1998-2000, enacted in the Constitutional Bylaw on Budget Acts, originated in Parliament. This demonstrates the interest of the legislature for these matters. The Parliament was convinced, as the President of the National Assembly recently remarked, "of the need to carry out an in-depth reform of our budgetary and accounting rules in order to make better use of public money and improve the quality of service provided to citizens".
15
The LOLF can be considered as the financial constitution of France. It recognises the three dimensions of accounting: budgetary, financial and policy cost accounting. It incorporates the financial accounts of Central Government and the corresponding audit provisions into the body of budgetary law. As a consequence, the financial statements of Central Government are appended to the Budget Review Act.
The LOLF has two fundamental objectives: on the one hand, to increase the involvement of Parliament, both in approving the initial budget and in the process of assessment and control. As a result of the LOLF, France has moved from an approach based on quantities of resources employed (in particular on the practice of approved services) 16 to accountability starting with the first euro spent: each euro paid by the taxpayer must be useful. It is no longer the quantity of resources allocated to a project which is important, but the effectiveness and efficiency of public spending. On the other hand to modernise public management by making the management of public policies result-oriented and improving accounting in order to make it an instrument for modernisation. A long process of maturation, discussion and sharing experience led to the development of a model of performance management, and especially management "by performance", now an integral part of the budgetary process and practice in most departments working for the State.
3.2 A budgetary system based on transparency and accountability, far removed from cash accounting or accrual-based budgetary accounting
The LOLF placed performance at the heart of the budgetary debate with the ambition of introducing performance-oriented management. The aim is to achieve convergence between the preparation of the budget and the analysis of the performance of public policies, with a view to optimizing resources and ensuring the relevance of the objectives of public action and the results obtained. Thus, whereas the budget was previously presented by nature of expense, since the entry into force of the LOLF, it is presented by main public policy in the form of "missions" broken down into "programmes" which are sub-divided into "actions".
Each programme is associated with a strategy, precise objectives, expected results and performance indicators. A programme manager is named with responsibility for presenting annual performance projects (PAP) appended to the initial Draft Budget Bill and annual performance reports (RAP) appended to the Budget Review Act.
For each indicator, there are two target amounts: a medium term target amount and a target amount for the period covered by the Budget Bill. In this way the legislature can track the progress of the programme it has approved. By clarifying the issues at stake and the corresponding resources, according to a matrix presentation which links the programme to the related budget envelopes, these measures increase significantly the powers of decision and assessment of Parliament.
As a framework for transforming public management, the LOLF has introduced greater transparency and clarity into public action and created a performance culture, with clearly identified managers who are accountable for their actions within the framework of budgetary procedures. Accrual-based financial accounting is an integral part of the global plan to improve the reliability and transparency of public accounts. The financial accrual-based accounts and the budgetary system are complementary.
Prior to the LOLF, Central Government's accounts followed a budgetary logic: income and expenditure were recorded each day in accordance with the budget classification in the same way as cash accounts. At the reporting date, these entries were converted into accounting classification and the balance sheet adjustments (accrued income and expenditure) were added to convert the cash accounts into accrual accounts.
The LOLF defines different types of accounts including budgetary and financial accounts. The purpose of the budgetary accounts is to keep a record of actual expenditure against budgetary authorisations. Two types of authorisation exist for expense: commitment authority and payment authority. The corresponding transactions enable accrual-based accounts to be kept. These accrualbased financial accounts are based on similar principles to those of a business enterprise, subject to the specific features of public policy.
In this way, the LOLF confirms the separation of financial and budgetary accounting and validates the role of the financial accounts in this new organisation in ensuring the overall coherence of the system of information.
The public sector accounting standards council (CNOCP)
The Public Sector Accounting Standards Council (CNOCP) was created by the Supplementary Budget Act of 30 December 2008 in the wake of the reform of the National Accounting Board (CNC) which had advised the government since 1947 on accounting standards applicable to all entities in the private and public sectors with the obligation to draw up annual accounts. Against a background of profound change in the accounting requirements for business entities, the creation of the Authority for Accounting Standards (ANC) in 2009 with a mission focused on business entities and the private sector in general, made it necessary, as in most comparable jurisdictions, to set up an organisation competent for the public sector in charge of setting the accounting standards of all entities with non-profit activity and that are primarily funded by public funding, including compulsory levies (Central Government, public establishments local authorities and local public establishments, social security organisations). It was therefore logical for the CNOCP, which took over from the Accounting Regulation Committee (CRC) that was set up in 2002 with competence only for Central Government, to be placed under the authority of the Minister of the Budget and Public Accounts. It is to this minister and to the competent ministers that CNOCP renders its opinions, the application of which is approved by specific ministerial order. It was set up on the 7 September 2009.
The CNOCP is made up of a Board of 18 members. It includes three specialised Committees (Central Government, public establishments, local authorities and local public establishments, social security organisations), chaired by one of its members, and each Committee has around 20 members. It also includes a Steering Committee made up of 21 recognised experts from different fields.
Since the creation of the Council, there has been an increasing demand for opinions, under the impetus on the one hand of the development of auditing of public sector entities by the Government Audit Office or the accounting profession, and, on the other hand of the requirement of the Public Finances Directorate General (DGFIP) and of the Budget Directorate to define a financial accounting framework for public establishments consistent with the rules applicable to Central Government, 17 as a result of the publication of the Decree of 7 November 2012 on public budgetary and accounting management. In the course of the CNOCP's activity for 2013 more than a hundred meetings were held. Since its creation, a total of 450 meetings including all the different Council bodies have been held. The working groups and different bodies of the Council currently represent more than 250 participants.
Since the creation of the Council, as a result of this work around 30 opinions have been developed proposing either new standards or completing or amending existing standards, as well as around 15 preliminary opinions on regulatory texts. In addition, ten draft accounting standards for the future Public Establishments Accounting Standards Manual were examined by the Council during 2013. Lastly, the Council is actively involved in the international standard setting process and responds to the different public consultations. The Council has dealt with around 30 consultations since its creation.
Accounting treatment of financial liabilities (financial debts and other liabilities)
The two main categories of financial liabilities can be dealt with separately: there are specific accounting requirements for each of them.
17 The Central Government Accounting Standards Manual may be consulted on the CNOCP's website at the following address: http://www.economie.gouv.fr/cnocp
Financial debts
The generally accepted accounting principles for simple loans applicable to the individual and consolidated financial statements of unlisted companies (listed groups apply IFRS 18 under European regulations) stipulate that they are recognised at nominal value and that the related interest is accrued. For accounting purposes we can consider that Central Government issues loans without complex components, the latter consisting for example of sales options with high leverage effect.
As far as loans with risk components are concerned, those subscribed by certain public entities, other than Central Government, to fund their investments are dealt with in the work of the Public Sector Accounting Standards Council on the recognition and measurement of complex loans.
The Opinion published by the Council in July 2012 sets out the rules which enable a better accounting representation of the risks incurred when subscribing these complex loans.
In developing this guidance, the Council decided to build a consistent set of principles solely for measuring the financial risk, and not for measuring the loan and, where applicable, the associated derivative at market value. Moreover, it was not appropriate to adopt the approach required by the international standards, IFRS and IPSAS, because of the difficulties that the public entities concerned might encounter in implementing systematically a purely financial approach.
This Opinion of the Council differs from the international approach in two respects.
The objective is not to provide the users of the financial statements with information about the market value of structured loans, according to the requirements of IPSASs and IFRSs, but to make an estimate of the financial risk incurred as compared to market conditions at the date of issue. In other words, the objective is to provide for a risk and not to recognise unrealised gains and losses in the financial statements. The risk is to be measured on inception of the loan.
The relevant complex loans are those that expose the borrower to the risk of incurring costs above initial market rate, in exchange for a period where no interest may be paid. In this case, interest expense is recognised in the accounts, even when the contract stipulates that no interest is due for a certain period. For example, in the case of a 10 year loan at a fixed rate of 3%, including deferred payment up until the third year, interest expense must be recognised the first and second year even though this interest is effectively paid at a later date.
4.1.1 Example of fixed rate loan with an interest "step-up" feature A fixed rate loan of 1,000,000 euros with a "step-up" feature, with a 9 year term, to which the following interest rates apply: -Years 1-3, interest rate 0% -Years 4-6, interest rate 4% -Years 7-9, interest rate 7%
For the sake of simplicity, the capital is fully repaid at the term of the contract.
Presentation of the amount of interest paid, of net interest expense, and of the deferred benefit (simplified method):
The effective interest rate over the term of this loan works out at 3.44%.
It is however necessary to cancel out the beneficial interest effect of the first three years, by recalculating each year the interest expense at the effective interest rate. The amount of the deferred benefit is then reversed in order to reduce the interest expense of the six following periods.
As a simplification, the reversal of the deferred benefit which reduces the interest expense of the following periods is proposed on a straight line basis over the residual term of the loan.
A second method -correct but more complex -is also possible. It consists of cancelling out the beneficial interest effect by fully recalculating the annual interest expense over the term using a precise financial calculation. In
Interest paid
Net interest expense Deferred benefit Changes in benefit Total 330,000 330,000 n/a -this case, a new amortisation schedule is prepared for the loan and the amount of the deferred benefit is reversed in years 4-9 based on the effective interest rate. Moreover, the opinion is based on hedge accounting principles, without measurement at market value of the hedged non-risk components. The hedged item and the hedging instrument are matched for accounting purposes. Where a transaction includes both a hedged component and an additional risk component the latter must be provided for.
Example of a structured loan with multiplying factor -the cap fixed at 9%
is not considered effective
This loan of 1,000,000 euros with a 10 year term has the following characteristics: -a first period of 4 years with a beneficial rate of 2.5%, -a second period of 6 years: -a fixed rate of 5% if Euribor 6 months (E6m) is below 4.5% -5% þ 5*(E6m -4.5%) if Euribor 6 months (E6m) is above 4.5%
The second phase is capped at 9%. The characteristics of the cap need to be considered (rate of the cap, duration of protection, part hedged), as well as market data, the complexity of the formula and the reference rates used, and lastly the term of the loan and its materiality for the entity.
If on the basis of the assessment, the cap, whether it is included in the financial instrument or separate, does not sufficiently reduce the interest rate risk of the loan, it is considered ineffective. In this case, the maximum rate guaranteed by the cap is considered significantly superior to market rates over the term of the loan, and the product is treated as complex.
In the specific case of a cap of 9%, it is considered that the instrument does not provide protection or provides insufficient protection against an increase in interest rates.
The accounting treatment is as follows. The beneficial effect of the first four years of 60,000 euros (1,000,000*1.5% *4) is deferred, and the financial expense for this period is recognised on the basis of a market rate of Euribor 6 months, which works out at 4%.
In year 5, interest is calculated at 5%, giving rise to an unfavourable difference of 1% as compared to the reference rate of 4%. 1/6th of the benefit is reversed. Market anticipations at that date are that the rate will be 5% for all of the coming period. The risk is therefore estimated at 50,000 euros (1,000,000*1%*5). As the deferred amount of the benefit is 60,000 euros, no further provision is required.
As from year 6, the market anticipates an interest rate of 5.5% until the maturity of the loan. Interest is calculated at 9%, giving rise to an unfavourable difference of 3.5% compared to the reference rate of 5.5%. The risk is therefore estimated at 140,000 euros (1,000,000*3.5%*4). As the balance of the deferred benefit amounts to 40,000 euros, after the reversal for the period, a provision of 100,000 euros is required. The risk estimation is updated at each reporting date on the basis of anticipated market rates. The following table sets out the effect of the accounting treatment on interest paid, net interest expense, deferred interest benefit and provisions recognised in the books of the borrower:
In conclusion, for all types of entity financial debts are recognised as a liability and the risk component is provided for. It is possible to develop simple standards for the public sector based on hedge accounting principles and on the recognition of provisions for risks where required. This is the approach adopted in France, where the relevant standards do not include hundreds of pages like IPSAS 28, 29 and 30 19 which have more than 400. 
Debts relating to service concession arrangements and public-private partnerships
Financial debts arising under public service delegation contracts (service concession arrangements and public-private partnerships), are recognised by public entities as follows. Public entities may have a contractual obligation to provide funding 20 for the equipment under service concession arrangements and public-private partnerships. 21 These amounts are generally paid according to a contractual amortisation schedule. Some payments may be due during the construction phase or even prior to this phase. According to the requirements of the Public Sector accounting Standards Council, these amounts are classified as a financial debt of the public entity and are recognised when the latter is contractually obliged to pay. Some payments may be due during the construction phase or even prior to this phase. Financial debts are measured at the capital amount stipulated in the contract or, if no such amount is stipulated, at the present value of the amounts to be paid by the public entity to fund the equipment. For example, the investment grants included in a service concession arrangement may only be due by the public entity to the operator after completion of certain construction phases. In the case of public-private partnerships, the capital amount stipulated in the contract or, otherwise, the present value of charges in respect of the investment represents a debt for the public entity on the date the equipment is made available for use. The financial debt recognised in respect of funding the equipment may be equal to the cost of the equipment recognised as an asset of the public entity, as in many public-private partnership contracts. In this case, the financial debt is a balancing entry corresponding to the equipment recognised as an asset.
On the other hand, certain contracts do not give rise to a debt for the public entity (when the operator's remuneration covering the funding of the equipment is generated entirely by the users) or the amount of the financial debt is less than the cost of the equipment recognised as an asset (when the operator's remuneration covering the funding of the equipment comes from payments made simultaneously by the public entity and users). Thus, the amounts paid by the public entity may only cover a part of the cost of the equipment. In these circumstances, it is necessary to determine the accounting treatment for the difference between the cost of the equipment and the corresponding financial debt. In this case, the difference between the cost of the equipment and the financial debt is recognised directly in net assets/equity because it represents an increase in net assets without cash effect.
The contractual commitments of Central Government or any other public entity including possible penalties for breach of contract under a public-private partnership are reflected in their budgetary accounts. The payments are reflected in successive Budget Acts as they take place under the contract.
In conclusion, contractual funding obligations under public service delegation arrangements are always recognised in the balance sheet of public entities.
Civil service pension commitments
The specific accounting treatment for civil service pension commitments in France is set out in Standard 13 of the Central Government Accounting Standards Manual. These commitments are not currently classified as a financial liability and are therefore not recognised in the Central Government's balance sheet.
The pensions paid to former civil servants in any particular year, which are recorded in a special account, are funded in part by the retirement contributions paid in by civil servants in the same year (employee's share) and by a contribution from Central Government (employer's share). 22 Because the pension scheme for civil servants in France operates on a "pay-as-you-go basis" no liability is recognised for future periods. The gross amount of pension commitments for civil servants and pensioners at 31 December is disclosed in the notes to the financial statements of Central Government along with the present value of funding requirements based on assumptions for future recruitment and contributions.
Although there are frequent international discussions on this this topic, it is not yet covered by the standards developed by the IPSAS Board.
23 Indeed IPSAS 19 "Provisions, Contingent Liabilities and Contingent Assets Provisions", specifically excludes from its scope those social benefits for which the public entity does not receive equivalent consideration in exchange from the recipients of the benefit, and IPSAS 25 "Employee Benefits" does not deal with pension schemes mainly funded on a pay-as-you-go basis. 24 In order to define an appropriate accounting treatment, we need to address the conceptual issues raised by the 22 See also the case study of Finland in the contribution of Oulasvirta (2014 5 What are the specific features of the public sector and which accruals-based accounting principles are suitable for public entities?
Public sector entities are required by French legal regulations to apply the same accounting principles as business entities, subject to the specific features of their activity. To take into account the specific nature of the mission of the public sector, it is necessary to adapt business accounting rules or, if required, to develop specific standards. However, no mention is made of the foundation of the specific features of public policy. The identification of these features is based on a comparison of the transactions carried out by private and public sector entities. Hence they are presented at the same time as the expression of the very essence of the public sector and what differentiates them from the business sector. The specific features of public entities and of certain of their transactions are of several types.
Amongst the specific features of public entities and the way they are managed, we may mention sustainability (unrelated to operating results), the importance of the budget as formal authorisation, the lack of systematic profit orientation, the requirement not to allocate income to expenditure in the budget, the lack of financial capital maintenance requirement, the lack of systematic relationship between revenue and expense, or the inalienability of public property.
The specific features of public sector transactions include their non-commercial nature (with a majority of non-exchange transactions without direct equivalent consideration, such as taxation and intervention expense), the importance of unilateral acts and the use of exceptional legal provisions to facilitate certain transactions, as well as the specific nature of certain rights and obligations.
These specific features of public policy are all more or less, depending on the entity, the consequence of the exercise of sovereignty. Nevertheless, although sovereignty is a central feature underlying the public sector, it is not necessarily possible to establish a direct link between sovereignty and public entities. Hence, Central Government has many specific features, unlike certain public establishments which operate on a similar basis to business entities. For many public entities, it is public service which is the tangible expression of this link. We may therefore consider that the specific features of public policy are an expression of the concept of sovereignty and assess the accounting consequences of this power underlying public policy that has its source outside of public entities. According to this approach, public entities are therefore considered to be the managers of public policy.
Sovereign transactions and those identical or similar to those of business entities involve rights and obligations which may be of a very different nature and therefore lead to a different accounting treatment.
Sovereign transactions and those specific to public policy require specific standards to the extent that such transactions are not encountered in the private sector. But there are also comparable or similar transactions to those of business entities, in particular contractual transactions which are identical. The relevant accounting treatment is directly based on the standards applicable to business entities, even if some adaptations are made to take account of the environment in which the transactions take place. For example, the non-commercial character of the activity may affect accrual and measurement principles. As stated above, the measurement principles for financial debts in France exclude any reference to current market value, because it is not the role of Central Government to intervene actively in the market on a speculative basis.
The scope of public sector entities' rights and obligations may be affected by the sovereign power embodied in the public policies they are responsible for implementing. This is different for business entities because transactions of contractual origin and those resulting from legislation or regulations are treated in a similar manner. This is a fundamental difference which the public sector conceptual framework being developed by both the IPSAS Board and the CNOCP must take into account. 
